FOREIGN 


| ano x 


DISTRIBUTED BY U.S. DEPARTMENT OF COMMERCE/Buresu of International Comme 


oe 
* 


ADM. 


Ic tARM 


WC ' 
American Embassy 


Prepared: 
\O eee 6 . 1972 BUSI.;CSS AOMINISTRATIC;1 LIBRARY BOGOTA 


E3uj Frequency: Semiannual DEC 12 1972 


Supersedes: 72-028 
Ta -U$§ ; : eee 
Received in Washington: re AE Mule 
COLOMBIA 


TABLE OF CONTENTS 


KEY ECONOMIC INDICATORS 

SUMMARY 

MAP OF COLOMBIA 

CURRENT SITUATION AND ECONOMIC TRENDS 


The Current Situation 
The Trend - Good Growth in 1972...and Beyond 


IMPLICATIONS FOR THE UNITED STATES 


Trade 
Private Investment 


For sale by the Superintendent of Documents, GPO, Washington, D.C., 20402. Annual Subscription, $15. Foreign Mailing, $6 additional. 
Single copies, 10 cents, available only from Sales & Distribution Branch, U.S. Department of Commerce, Washington, D.C., 20230. 





All values in million U.S. $ unless otherwise stated 
1968 Exchange Rate = $16.10/$ 


KEY ECONOMIC INDICATORS - Colombia 1972 1 
aChange/ 7.Change 





Item 1970 1971 1972 1971/72 1970/71 
GNP at constant 1968 prices 6,608 6,952(e) 7,438(e) 730 $.2 
Per Capita GNP constant 1968 prices($) 307 313(e) 324(e) 3.5 2.0 
Plant and Equipment Investment 1,388 N.A. NA. - - 
INDUSTRIAL PRODUCTION 
(A) Coffee (000's of 60 kilo bags) 8,200 7,900 7,500 -3.8 -3.7 
(B) Petroleum (Crude) (Barrels) (000's) 80,050 78,4635(r) 365,389Jun ~-10.0 -1,3 
(C) Cement (Metric Tons) (000's) 2,756 2,323(r) 1,444Jun 6.5 2.5 
(D) Steel (Ingots {Metric Tons)(000's) 238 243(r) 1338Jun 18.7 4.2 
INDUSTRIAL INDICES 
Avg Labor Productivity (1969=100) 103.1 104.7 105.3 0.6 1.6 
Avg Industrial Wage (1962=100) 119.4 120.8(p) NA. - 1.2 
Employment (000) 5,638 5,673 5, 830(e) 2.7 0.6 
Avg Unemployment Rate (Percent) 10-14 10-14 10-14 - - 
MONEY AND PRICES 
Money Supply (End of Period) 1,343 1,493(r) 1,639Jul 11.7 11.2 
Public Debt Outstanding (End of Period) 2es72 2,699(r) - - 13.5 
Ext Debt (Publ. & Pub. Guarantee Priv.) 1,768 2,073(r) - - 17,2 
Interest Rate, Central Bank 8 8 8 - ~ 
Interest Rate, Commercial Bank Prime. 14 14 14-18 - - 
PRICE INDICES (END OF YEAR) 

(A) Worker Consumer (End Year 1968=100) 115.5 132.5(r) 145.4Aug 13.0 14.7 
(B) Wholesale(Excl Food)(End Year 1968=100) 119.8 131.6(r) 143.4Jul 10.0 9.8 
BALANCE OF PAYMENTS AND TRADE 
Gold & Foreign Exchange Reserve 257.4 265.3 299.5Aug 40.4 3.0 
(Incl, bilateral balances &IMF gold tranche) 

Balance of Payments +55.0 +18.4 +5.1Jun - - 
Balance of Trade -112.3 -113,.3 Neao - = 
(A) Total Exports, FOB 731.7 343.7June na. - -7.3 
(B) Total Exports to US 268.7 130.9June nea, ~ -8.8 
(C) Total Imports,CIF 844.0 921.0(p) NeAe - 9.1 
(D) Imports from US 402.4 384,.2(p) nea. ~ 4.5 
(E) Imports-Other Main Resources 
1. West Germany 71.5 96.0(p) nea. 34.2 
2. United Kingdom 33.9 39.2(p) Nee 15.4 
3. Spain 44.2 34.3(p) nea. -22.4 
4. Netherlands 12.9 14.2(p) nea. 10.0 


Exports to U.S. (Jan-June 1971): Coffee -1,472,100 bags of 50 kilos $38.9; Petroleum 
Crude 6,266,100 bbl. $12.7; Sugar 19,976,400 kilos $3.6 Imports from US (Jan-June/71) 
Machinery and Transportation $83.0; Chemical Products $95.2; Food and Live An 6 $8.0 
Others $12.1 Sources:Bank of the Republic, National Department of Statistics and Andes 
University (CEDE) 


e)Estimated figures p)preliminary r) revised 1/partial figures compared to same period in 
1971 
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SUMMARY 


On the basis of available preliminary data on economic 
performance during the first semester of 1972, it appears that 
the Colombian economy has continued the recovery begun during 
the latter part of 1971 and that the Government's expectations 
of at least seven percent GNP growth in 1972 may be within 
reach. The agriculture sector has led growth performance thus 
far in 1972, scoring impressive production and export gains. 
Industrial production, from the rather sketchy information avail- 
able, presents more of a mixed picture and, according to some 
industry sources, may be expanding in 1972 a a somewhat slower 
pace than in previous years. Foreign exchange reserves increased 
sharply during the first eight months of 1972, reflecting a vast 
improvement in Colombia's trade balance and, particularly in 
August and September, substantial drawdowns on two Government 
loans totaling $80 million from foreign commercial banks. Monetary 
policy during the first seven months of 1972 was somewhat more re- 
laxed than in 1971, but in August it was again tightened signifi- 
cantly. Inflationary pressures continued in 1972 at near the 1971 
rate. The Government fiscal situation through June was generally 
very satisfactory and had a moderately contractionary monetary 
effect. 


As 1972 enters the final quarter, economic growth prospects 
for 1973 also look promising. Balance of payments strength 
promises to continue into 1973, lessening that constraint on 
Colombian growth; export prospects look good in 1973, and Colombia's 
credit worthiness and general attractiveness in world money markets 
remains high. Moreover, business confidence has been spurred by 
the results of the April 1972 elections which were well-received 
by the business and economic community. 


U. S. exports to Colombia declined in 1971 while Colombia's 
total imports increased. Thus, the U. S. share of the Colombian 
import market declined in 1971, and a further slight decline may 
be indicated for 1972. It has not yet been possible to determine 
to what extent, other factors remaining equal, the 1971 realign- 
ment of major currencies has helped the competitive position of 
U. S. exports. The Government has taken steps in an effort to 
normalize Colombian participation in Andean integration, particu- 
larly with respect to Colombia's adherence to the Andean Foreign 
Investment Code (AFIC). The Government's objective is to obtain 
Congressional action resolving definitively the constitutional 
uncertainties surrounding Colombia's full participation in the 
Andean Pact and to assure for the Executive Branch authority to 
meet obligations flowing from Pact decisions, such as AFIC. The 
measure is pending before Congress. 
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THE CURRENT SITUATION AND ECONOMIC TRENDS 


The Current Situation - The preliminary indications are 
that during the first half of 1972 the Colombian economy contin- 
ued the recovery begun in the second semester of 1971. The growth 
of the Colombian GNP during 1971 is still estimated (final data 
are not yet available) at between 5.2-5.5 percent with much of 
the growth coming late in the year. The Colombian Government is 
anticipating a 1972 growth rate of at least 7 percent, and based 
on first half performance this goal may be within reach. The 
agricultural sector has led growth thus far in 1972. Cotton pro- 
duction 1971/72 was up 9 percent over 1970/71; barley production 
was up 12 percent; rice up 15 percent; sorghum up a dramatic 33 
percent; corn up 9 percent; sugar up 15 percent; and cattle up 
4.5 percent. While banana production increased a modest 2.9 
percent, tobacco production declined slightly, by 1.1 percent, and 
wheat was off about 10 percent. Coffee production, which accounts 
for nearly a third of the value of agricultural production, declined 
a further 3.8 percent in 1971-72, againreflecting the effects of 
the 1971 rains. However, as noted below, higher world coffee 
prices and slightly increased exports sharply boosted Colombian 
coffee earnings during the first half of 1972 despite lower pro- 
duction. The coffee development, together with high world prices 
in sugar, cotton, tobacco and beef, spearheaded a vigorous increase 
in the value of Colombia's agricultural exports, providing an 
important contribution to total agricultural product. 


Industrial production performance during the first semester 
was more mixed. Petroleum production declined 10 percent compared 
to the first semester of 1971, a downward trend that is expected to 
continue until new fields are discovered and brought into production. 
Cement production during the first half was up 6.6 percent compared 
to the same period in 1971. Construction completed was down 12.7 
percent during the first semester, reflecting financing difficulties 
of the Central Mortgage Bank and the Territorial Credit Institute 
(ICT) in late 1971. While industrial consumption of electricity 
during the first five months of 1972 was up 11.3 percent over the 
same period in 1971, that performance represents the lowest per- 
centage increase over the preceding year since 1969. On the more 
positive side, crude steel production during the first semester 
was up 18.7 percent over the same period of 1971l,and textile pro- 
duction is estimated by the industry to be up 10 percent. On 
balance, however, some industry sources indicate a belief that 
overall industrial production thus far in 1972 may be increasing 
at a slower pace than in previous years, although available in- 
formation is sketchy and inconclusive at this stage. 








Foreign exchange reserves continued to improve substantially 
in 1972. By the end of August, gross reserves were $299.5 million, 
up $34.2 million since the end of 1971 and up $86 million over 
August 1971. Net reserves at the end ofAugust were $220.5 million, 
also up $86 million over the previous August. However, a good part 
of the improvement of gross and net reserves occurred during August 
1972, an improvement of $25.6 million and $35.4 million, respective- 
ly. The sharp jump in August was attributable largely to the draw- 
down of a $40 million loan from a group of foreign banks led by 
Chase Manhattan. Nevertheless, the primary factor in the excellent 
balance of payments performance thus far in 1972 was a vast improve- 
ment in Colombia's trade balance. Total export receipts during the 
first semester were $411.2 million, up 33.2 percent over the $308.6 
million figure for the same period in 1971. Imports increased only 
9 percent, from $313 million in the first semester 1971 to $341 
million. The current account balance (goods and services) in the 
first half of 1972 was in deficit by only $8.7 million, compared 
to a $81.7 million deficit during the first half of 1971. 


The export expansion was on a broad front. Minor exports (all 
exports except coffee and crude petroleum) receipts increased 53 
percent to $195.7 million compared to $127.5 million during the 
first semester of 1971. This increase was aided by high agricul- 
tural prices as noted above but also reflected sharp growth in 
industrial exports. Coffee foreign exchange earnings increased 
23.6 percent over the same period, from $168.0 million to $207.7 
million. The relatively modest increase in imports during the first 
half reflected a downward revision of import registrations during 
the latter part of 1971 and conservative 1971 monetary policy. 
This glowing biance of payments picture in the first half, more- 
over, reflects little of the capital account impact of the $260 
million in new loans signed by the Government in June and July. 

In fact, capital account inflow lagged during the first half and 
was substantially offset by increased official amortizations. 
However, in August and September the capital account improved sub- 
stantially with drawdown in August of the Chase loan mentioned 
above and the drawdown in September of an additional $40 million 
loan arranged by Manufacturers Hanover Trust. 


In view of the excellent balance of payments situation, the 
Government moved during the first half of 1972 to boost imports, 
first because the foreign exchange shortage of 1971 had been 
alleviated and second in order to avoid inflationary pressures 
from mounting reserves. The domestic inflation problem has never- 
theless persisted through mid-1972 at near the 1971 rate of increase. 
The white collar employee cost of living index rose 8.8 percent 
January-August 1972 compared to an increase of 8.9 percent during 
the same period in 1971; over the same periods, the workers COL was 





up 8.7 percent in 1972 compared to 10.2 percent in 1971. Through 
July the wholesale price index excluding food rose 6.7 percent 
during 1972 compared to 5.5 percent over the same period in 1971. 
Despite continuation of inflationary pressures, monetary policy 
was relaxed somewhat during the first seven months of 1972; money 
supply was up 11.0 percent compared to an increase of only 4.3 
percent over the same period in 1971. The increase from July 1971 
to July 1972 was 11.7 percent. However, in August the monetary 
authorities imposed a 100 percent reserve requirement on demand 
deposits exceeding the levels of July 31, 1972, in response to 
what was felt to be an overly rapid expansion of money supply 
during July. This increase was caused largely by a temporary 
Government recourse to borrowing from the Bank of the Republic 
(BOR) during the month of July. However, Government borrowing 
from the BOR in July was largely repaid in August which, according 
to the Controller's Office, was made possible by utilization of the 
Chase loan. On balance, monetary policies continue to be very 
carefully administered. 


Central government fiscal affairs during the first half of 
1972 were generally very satisfactory. However, there were in- 
creasing indications of fiscal difficulties among the decentralized 
agencies, and the Government is seeking Congressional authority to 
bring the agencies more under the control of central government 
fiscal management. With respect to central government finances 
themselves, and comparing first semester 1972 performance to the 
Same period in 1971 (percentage increases in nominal or current 
terms): current revenue was up 15.6 percent; operating expenditures 
upqmly 8.5 percent; the current account surplus up 29.3 percent; 
the residual surplus (after debt amortizations) up 29.2 percent; 
and investment expenditures up 18.7 percent. The lag in the in- 
crease of investment expenditures compared to the increase in the 
residual surplus reflected a lower level of foreign financing of 
investment than had been anticipated. On balance the Government's 
fiscal operations during the first semester, including sizable 
repayments to the Bank of the Republic and reduction of the float- 
ing debt, had a moderately contractionary monetary effect. 


The Trend - Good Growth in 1972...and Beyond - It now seems 
highly probable that 1972 will mark Colombia's return after a one 
year hiatus to the higher growth rates of 1968-70 (between 6 and 
7 percent) and perhaps even marginally higher. As 1972 enters 
the final quarter, prospects for 1973 also look promising. Balance 
of payments constraints, that old bugaboo of Colombian growth, are 
likely to remain substantially alleviated for the foreseeable near 
term. For one thing export prospects remain excellent: coffee 
appears to have moved to a short-supply situation likely to result 
in continued high coffee prices for at least the next year. Also, 








while it is unlikely that beef, cotton, sugar and tobacco prices - 
which were important factors in the excellent 1972 export growth - 
all will remain high, there should still be favorable export op- 
portunities for these products in the near term. Moreover, the 
well-established and successful promotion program for minor exports 
can be expected to continue to boost non-traditional minor exports, 
including manufactures. While during the first semester in 1972 
exports increased far faster than imports, it is expected that the 
GOC will accelerate steps it has already begun to increase import 
levels, both for development and monetary stability reasons. More- 
over, on the capital account side, the GOC at mid-year was well on 
schedule towards meeting its target of obtaining new loans of $360 
million by 1972. By July, the GOC had already signed loans for 
$260 million, although this figure includes the two commercial 

bank loans (mentioned above) for a total of $80 million which had 
not been included in the target. Signing of IBRD and IDB project 
loans were behind schedule. Meanwhile, Colombia's credit worthi- 
ness and general attractiveness in world money markets, public and 
private, remains excellent. 


The modern commercial segment of Colombian agriculture can be 
expected to continue to respond to attractive world prices and 
rising domestic food prices with further production increases. 
The production future of industry is a little more clouded as mon- 
etary policy continues to keep a tight rein on domestic bank credit 
with particular impact on smaller firms engaged in general manu- 
facturing and commerce. Moreover, competition for bank credit 
between the industrial/commercial private sector and the public 
sector could intensify if the Government is not successful in its 
efforts to obtain increased revenue in order to meet its peso 
investment targets and counterpart peso obligations arising from 
foreign loans. The Government is pushing hard for Congressional 
tax action to assure peso financing of its ambitious but necessary 
investment targets and obligations for 1973 and beyond. The most 
significant tax proposal is an additional property tax of one per- 
cent on all real estate properties with a registered value above 
50,000 pesos. Receipts from the new tax, which the Government 
expects would be well over one billion pesos annually, would be 
channeled into primary education. Also pending before Congress 
is a measure establishing a presumptive income in agriculture for 
tax purposes, tax reforms on corporation profits and limited 
liability partnerships, and other measures of lesser importance. 
The prospects for Congressional action on these measures, as 
always in the tax area, are uncertain. 


An additional factor affecting growth prospects over the 
next year or so was the April 1972 election result. The elections 
for municipal and departmental assemblies and legislatures 
reflected a strong resurgence of the traditional Liberal and 
Conservative parties. These results were interpreted favorably 





by many in the business and economic community and generally 
buoyed business confidence, a critical factor in investment 
decisions. For all the encouraging growth outlook, the Govern- 
ment continues very much aware of and concerned over the per- 
sistence of basic social economic problems of high unemployment, 
urban immigration, agrarian land tenure patterns and concentra- 
tions of income distribution. The 1971 National Development Plan 
focuses precisely on these issues and underscores the Government's 
continuing efforts to alleviate these problems. 


IMPLICATIONS FOR THE UNITED STATES 


Trade - During the first semester 1972, according to 
U.S. Customs data, U.S. imports from Colombia were $140 million, 
up 16.7 percent over the same period in 1971. There are no 
data available from Colombian sources concerning actual 
exports for this period. Therefore, it is not yet possible 
to compare the foregoing figure with overall Colombian exports. 
However, data for export licenses issued the first six months of 
1972 compared to the same period in 1971 show that while 
licenses for exports to the U.S. increased 3.4 percent, 
overall export licenses increased 25.2 percent. Consequently, 
the share of export licenses for goods destined to 
the U.S. declined from 36.6 percent to 30.2 percent over 
the period. Preliminary 1971 data on physical arrivals of 
imports indicate that Colombian imports increased 9.1 percent 
over 1970, from $844.0 million to $921.0 million, while imports 
from the U.S. actually declined by 4.5 percent, from $402.4 
million to $384.2 million. According to this preliminary data, 
total Colombian imports from the United States declined 
from 47.6 percent in 1970 to 41.7 percent of the market in 1971. 
During the first quarter of 1972, the U.S. share of import 
license registrations declined to 39.4 percent compared to 
an average of 45.8 percent 1967-70, indicating that a further 
slight decline in the U.S. share of Colombia imports may 
result in 1972. This drop in the U.S. share of Colombia's import 
market coincides with the policy changes beginning in FY 1971 
of no longer requiring AID sector loan dollars to be spent 
on imports from the U.S. The product areas in which 
the U.S. share dropped were in numerous cases those which 
AID had been financing. There were particularly important 
declines in plastics, chemicals, and excavating machinery. 
It has not as yet been possible to determine the precise 
effect of the 1971 realignment of major currencies on the 
U.S. competitive position. However, as the effect of 
currency realignments begins to have an impact on long-term 
supplier relationships, an upswing in the U.S. share should 
occur. 
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Private Investment - Colombia's status in the Andean 
Common Market remains somewhat confused as a result of a 
series of complicated legal decisions in 1971. However, the 
Government took two steps in mid-1972 in an effort to 
normalize Colombian participation in Andean integration, 
particularly as regards the Andean Foreign Investment Code 
(AFIC). One step was the submission of the Treaty of 
Cartagena (the Andean Pact treaty) for Congressional 
approval together with a request for general authority 
to execute Decisions of the Andean Commission, following 
consultations with a Congressional commission selected for 
that purpose by Congress. The Government objective is to 
resolve definitively the constitutional uncertainties surrounding 
Colombia's full adherence to the Andean Pact and to assure 
for the Executive Branch authority to meet obligations 
flowing from the Pact without having to obtain specific 
Congressional approval in each instance. This action is 
currently pending before the Congress, where some constitutional 
questions have been raised. The second step taken by the 
Government was the issuance of two measures designed to 
bring Colombian treatment of foreign capital as closely as pos- 
sible into line with AFIC provisions during the interim period 
until the basic constitutional question is resolved. However, 
until Congress acts on the Government's bill seeking full 
authority for Colombian participation in the Andean Pact and 
all of its commitments, the current uncertainties surrounding 
foreign investment in Colombia will persist. 
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